Federal Reserve System

part of the transaction, or in other
property identified by item or type.

(n) Insurance and debt cancellation.
The items required by §226.4(d) in order
to exclude certain insurance premiums
and debt cancellation fees from the fi-
nance charge.

(o) Certain security interest charges.
The disclosures required by §226.4(e) in
order to exclude from the finance
charge certain fees prescribed by law or
certain premiums for insurance in lieu
of perfecting a security interest.

(p) Contract reference. A statement
that the consumer should refer to the
appropriate contract document for in-
formation about nonpayment, default,
the right to accelerate the maturity of
the obligation, and prepayment rebates
and penalties. At the creditor’s option,
the statement may also include a ref-
erence to the contract for further in-
formation about security interests and,
in a residential mortgage transaction,
about the creditor’s policy regarding
assumption of the obligation.

(q) Assumption policy. In a residential
mortgage transaction, a statement
whether or not a subsequent purchaser
of the dwelling from the consumer may
be permitted to assume the remaining
obligation on its original terms.

(r) Required deposit. If the creditor re-
quires the consumer to maintain a de-
posit as a condition of the specific
transaction, a statement that the an-
nual percentage rate does not reflect
the effect of the required deposit.

[46 FR 20892, Apr. 7, 1981; 46 FR 29246, June 1,
1981, as amended at 52 FR 48670, Dec. 24, 1987;
61 FR 49246, Sept. 19, 1996]

§226.19 Certain residential mortgage
and variable-rate transactions.

(a) Residential mortgage transactions
subject to RESPA—(1) Time of disclosures.
In a residential mortgage transaction
subject to the Real Estate Settlement
Procedures Act (12 U.S.C. 2601 et seq.)
the creditor shall make good faith esti-
mates of the disclosures required by
§226.18 before consummation, or shall
deliver or place them in the mail not

45 A required deposit need not include, for
example: (1) An escrow account for items
such as taxes, insurance or repairs; (2) a de-
posit that earns not less than 5 percent per
year; or (3) payments under a Morris Plan.

45aInformation provided
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later than three business days after the
creditor receives the consumer’s writ-
ten application, whichever is earlier.

(2) Redisclosure required. If the annual
percentage rate at the time of con-
summation varies from the annual per-
centage rate disclosed earlier by more
than ¥ of 1 percentage point in a reg-
ular transaction or more than %4 of 1
percentage point in an irregular trans-
action, as defined in §226.22, the cred-
itor shall disclose all the changed
terms no later than consummation or
settlement.

(b) Certain variable-rate trans-
actions.%52 If the annual percentage rate
may increase after consummation in a
transaction secured by the consumer’s
principal dwelling with a term greater
than one year, the following disclo-
sures must be provided at the time an
application form is provided or before
the consumer pays a non-refundable
fee, whichever is earlier:45

(1) The booklet titled Consumer Hand-
book on Adjustable Rate Mortgages pub-
lished by the Board and the Federal
Home Loan Bank Board, or a suitable
substitute.

(2) A loan program disclosure for
each variable-rate program in which
the consumer expresses an interest.
The following disclosures, as applica-
ble, shall be provided:

(i) The fact that the interest rate,
payment, or term of the loan can
change.

(ii) The index or formula used in
making adjustments, and a source of
information about the index or for-
mula.

(iii) An explanation of how the inter-
est rate and payment will be deter-
mined, including an explanation of how
the index is adjusted, such as by the
addition of a margin.

in accordance
with variable-rate regulations of other fed-
eral agencies may be substituted for the dis-
closures required by paragraph (b) of this
section.

45b Digclosures may be delivered or placed
in the mail not later than three business
days following receipt of a consumer’s appli-
cation when the application reaches the
creditor by telephone, or through an inter-
mediary agent or broker.
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(iv) A statement that the consumer
should ask about the current margin
value and current interest rate.

(v) The fact that the interest rate
will be discounted, and a statement
that the consumer should ask about
the amount of the interest rate dis-
count.

(vi) The frequency of interest rate
and payment changes.

(vii) Any rules relating to changes in
the index, interest rate, payment
amount, and outstanding loan balance
including, for example, an explanation
of interest rate or payment limita-
tions, negative amortization, and in-
terest rate carryover.

(viii) At the option of the creditor,
either of the following:

(A) A historical example, based on a
$10,000 loan amount, illustrating how
payments and the loan balance would
have been affected by interest rate
changes implemented according to the
terms of the loan program disclosure.
The example shall reflect the most re-
cent 15 years of index values. The ex-
ample shall reflect all significant loan
program terms, such as negative amor-
tization, interest rate carryover, inter-
est rate discounts, and interest rate
and payment limitations, that would
have been affected by the index move-
ment during the period.

(B) The maximum interest rate and
payment for a $10,000 loan originated at
the initial interest rate (index value
plus margin, adjusted by the amount of
any discount or premium) in effect as
of an identified month and year for the
loan program disclosure assuming the
maximum periodic increases in rates
and payments under the program; and
the initial interest rate and payment
for that loan and a statement that the
periodic payment may increase or de-
crease substantially depending on
changes in the rate.

(ix) An explanation of how the con-
sumer may calculate the payments for
the loan amount to be borrowed based
on either:

(A) The most recent payment shown
in the historical example in paragraph
(b)(2)(viii)(A) of this section; or

(B) The initial interest rate used to
calculate the maximum interest rate
and payment in paragraph
(b)(2)(viii)(B) of this section.
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(x) The fact that the loan program
contains a demand feature.

(xi) The type of information that will
be provided in notices of adjustments
and the timing of such notices.

(xii) A statement that disclosure
forms are available for the creditor’s
other variable-rate loan programs.

[62 FR 48670, Dec. 24, 1987; 53 FR 467, Jan. 7,
1988, as amended at 61 FR 49246, Sept. 19, 1996;
62 FR 63443, Dec. 1, 1997]

§226.20 Subsequent
quirements.

(a) Refinancings. A refinancing occurs
when an existing obligation that was
subject to this subpart is satisfied and
replaced by a new obligation under-
taken by the same consumer. A refi-
nancing is a new transaction requiring
new disclosures to the consumer. The
new finance charge shall include any
unearned portion of the old finance
charge that is not credited to the exist-
ing obligation. The following shall not
be treated as a refinancing:

(1) A renewal of a single payment ob-
ligation with no change in the original
terms.

(2) A reduction in the annual percent-
age rate with a corresponding change
in the payment schedule.

(3) An agreement involving a court
proceeding.

(4) A change in the payment schedule
or a change in collateral requirements
as a result of the consumer’s default or
delinquency, unless the rate is in-
creased, or the new amount financed
exceeds the unpaid balance plus earned
finance charge and premiums for con-
tinuation of insurance of the types de-
scribed in §226.4(d).

(5) The renewal of optional insurance
purchased by the consumer and added
to an existing transaction, if disclo-
sures relating to the initial purchase
were provided as required by this sub-
part.

(b) Assumptions. An assumption oc-
curs when a creditor expressly agrees
in writing with a subsequent consumer
to accept that consumer as a primary
obligor on an existing residential mort-
gage transaction. Before the assump-
tion occurs, the creditor shall make
new disclosures to the subsequent con-
sumer, based on the remaining obliga-
tion. If the finance charge originally

disclosure re-
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